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SENATE RECORD VOTE ANALYSIS
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2nd Session Vote No. 194 Page S-7870 Temp. Record

HIGHER EDUCATION/Tax on FFEL Loans to Subsidize Direct Lending

SUBJECT:  Higher Education Act Amendments of 1998 . . . S. 1882. Harkin/Reid amendment No. 3118.

ACTION: AMENDMENT REJECTED, 41-56 

SYNOPSIS: As reported, S. 1882, the Higher Education Act of 1998, will reauthorize and amend numerous Federal higher
education programs.

The Harkin amendment would shift costs from the direct loan program run by the Department of Education to the Federal
Family Education Loan (FFEL) Program (also called the Guaranteed Student Loan (GSL) Program). Currently, students with direct
loans pay a 4-percent origination fee and students with guaranteed loans pay a 3-percent origination fee and, at the guaranty agency’s
option, a 1-percent insurance fee. The insurance fee is used to build up reserves to pay for student loan defaults. Such defaults
represent 43 percent of the cost of the FFEL program. The Harkin amendment would lower the fee for direct loans by 1 percent,
would eliminate the insurance fee for subsidized FFEL loans, and would make FFEL lenders and students pay for these changes
by requiring the 1-percent insurance fee to be charged for unsubsidized FFEL loans, and by requiring the proceeds to be turned over
to the Federal Government. (BACKGROUND: Most Federal higher education lending is through the FFEL program, which includes
Stafford Loans, Federal PLUS loans, and Federal Consolidation loans. Private lenders provide the capital, and the Federal
government provides guarantees against loss through default, death, disability, or bankruptcy. This arrangement was instituted
because the Federal Government had found that other loan programs that it had created in which the Government gave loans directly
had resulted in large losses and inefficiencies. Over the past 33 years, the FFEL has given more than 92 million student loans totaling
$245 billion. In 1992, in the last reauthorization of the Higher Education Act, a pilot direct lending program was instituted. A year
later, before that 
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in 1994, and the Department of Education reported that it could not account for 14 percent of the money that it had loaned. This
14-percent loss did not include any administrative costs or the costs from loan defaults. Also, it did not include the cost the
Government incurred from having itself to borrow money so that it would have money to lend. The direct lending program has
continued to grow, and it has continued to be plagued by problems. It currently comprises 32 percent of total loan volume, though
Democrats in 1993 planned for it to comprise 100 percent of total loan volume by this date. The Education Department Inspector
General audited 16 direct loan schools in 1996 and found 8 major weaknesses in all 16 of those programs, including that 53 percent
of student status reporting was inaccurate, 71 percent of student records in the national student loan data system were inaccurate,
58 percent of transactions were not reported by schools through the Department in a timely manner, and the Department did not have
a process to match specific drawdowns with specific disbursement transactions. In 1997, the Department had so erroneously
miscalculated the volume of consolidation loans and the length of time required to consolidate those loans that Congress had to pass
a 1-year emergency consolidation bill to let students go through the private sector instead. Last year it sent out 2.7 million forms
with the wrong shading on them, so the forms ended up being processed incorrectly. Currently, none of the Education Department’s
computer systems that are responsible for the accurate delivery of nearly $50 billion in financial assistance are year-2000 compliant,
and only 14 percent of its mission-critical computers have been renovated for the year-2000 date change.)

Those favoring the amendment contended:

Private lenders under the FFEL program are making huge profits. Over the next 5 years, they will make an estimated $8 billion
in profits from giving these federally guaranteed loans. Passing the Harkin amendment would reduce those profits to “only” $4.6
billion. Our colleagues contend that this amendment would cause the failure of the FFEL program. We doubt it. Lenders are not
going to walk away from $4.6 billion in profits. By cutting the private lender’s profits, the Harkin amendment would raise funds
to lower the costs of direct student loans and subsidized FFEL loans. Enough money would be raised to limit the origination fees
to just 3 percent, without any insurance fees. The maximum savings per student would be $171. That amount for many students is
very significant. We urge our colleagues to support this pro-student amendment.

Those opposing the amendment contended:

The Harkin amendment would undermine the guaranty agency financing model and would threaten the continued viability of
the FFEL program, both now and in the future. Since its inception, the FFEL has had an optional insurance-fee component. That
fee has been used to build up reserves to pay for student loan defaults. Those reserves have been kept at prudent levels by the private
bankers who have run the FFEL program. The Harkin amendment would end the insurance fee as a fee to support the FFEL
program, and would instead turn it into a tax to subsidize direct loans. The fee would be eliminated for subsidized FFEL loans, but
it would be required for all unsubsidized FFEL Stafford loans and PLUS loans, and the money collected would be handed over to
the Federal Government instead of reserved to protect the FFEL loan program. Without those reserves, the guaranty system would
be endangered. For instance, in Arkansas, the current reserve balance is $6.8 million, which is down from the balance of $7.9 million
of just a few months ago. Without the current 1-percent fee that is being charged, that balance would quickly evaporate and the
FFEL program would founder. Students and schools in Arkansas would then be forced into the direct loan program as their only
alternative. To date, only one college in Arkansas has chosen the direct lending option. Clearly, this amendment could force students
and universities into a government-run loan program that they do not prefer. 

The amendment would also harm students. In many States, as circumstances warrant, fees are reduced or eliminated. For
instance, in Iowa, the home State of this amendment’s sponsor, half of the fee is currently waived. In Pennsylvania, the fee is waived
entirely. For the Pennsylvania Higher Education Assistance Agency, 172,000 students would be charged more money for Stafford
loans, and 28,000 more parents would be charged more for PLUS loans. All around the country, including in Iowa, this amendment
would increase taxes on students. It would even harm students who currently pay the 1-percent fee, because currently that fee is used
to protect the solvency of the loan program that they are in. Under the Harkin amendment, though, the fee would just be a tax that
would be imposed to subsidize the direct lending program. The maximum benefit that any student under the direct lending program
would receive would be $171 over 4 years, or just $42 per year.

Many of our colleagues are very bothered whenever a business makes money. They would be much happier if we were to
eliminate the FFEL program entirely and give loans only through the direct lending program, even though that program has had
horrendous problems and is not favored by students and universities. They would be willing to have a worse, much more costly
program as a trade-off for preventing what they consider to be excessive profits for lenders. We, however, do not share our
colleagues’ antipathy to business. We therefore strongly urge our colleagues to reject this amendment.


